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Descriptive Statistics on the Operations of
Qualified High Technology Businesses
From 2002 Through 2008

Introduction

This report responds to the requirements of Act 206, Session Laws of Hawaii of
2007. The Act directs the Department of Taxation (DOTax) to conduct an annual
survey, using electronic forms, to gather information on the operations of qualified high
technology businesses (QHTBs) and to report the information to the Legislature. Last
year was the first submission pursuant to Act 206. This report supplements the report
provided in September 2008 that covered the years 2002 through 2007 and
incorporates information collected for calendar year 2008. The Act also requires the
Department to submit a report in December of each year, analyzing the impact of the
high technology business investment tax credit on Hawaii's economy. The information
gathered for the September report will be used to support the analysis in the December
report.

This report is divided into three sections. Section | describes the process used
this year to collect the required data. Section Il summarizes the main findings on the
operations of QHTBs that filed the annual survey for 2008 and the tax credits granted to
these entities. Section Il provides more detailed data on the operations of these
QHTBs, including data on their activities, on their employment, on the investments they
received, and on the research credits that they claimed (the tax credit for research
activities made available by section 235-110.91, HRS).

It should be noted that the data in this year's report do not reflect the effects of
changes to the high technology investment tax credit made by Act 178 of 2009.



Section |
Data Collection Methodology

To comply with the requirements of Act 206, the State Department of Taxation
redesigned Form N-317 in 2008. This form (Form N-317, “Statement of a Qualified
High Technology Business") was redesigned in 2008 with the help of the
representatives of the technology industries. The form requests data on the number of
workers employed by the QHTBs, the wages paid to their employees, and the expenses
incurred by the QHTBs. The form for 2008 was modified slightly to capture data on
general excise taxes paid by the QHTBs.

All QHTBs that accepted investments in calendar years 2003 through 2008, or
that were eligible to receive tax credits during this six-year period, are required to file
Form N-317 for calendar year 2008. The filing deadline was June 30, 2009.

This year a total of 180 firms completed and submitted Form N-317 by the
June 30, 2009 deadline. This compares to a total of 177 firms that filed the form for tax
year 2007. Despite efforts to encourage full compliance, the Department underscores
that the participation rate is roughly 50%. Only 180 out of the universe of 364 QHTBs
required to file Form N-317 actually filed the form for calendar year 2008." The State of
Hawaii hopes that concerned industry officials will encourage their colleagues to file
Form N-317 so that a more accurate and comprehensive analysis of the industry can be

performed.

! Of the 180 QHTBs that filed the 2008 annual survey (i.e., Form N-317 by the June 30, 2009 deadline, 31 were new
QHTBs that had never previously filed a Form N-317. Because the pre-2008 universe of QHTBs that had ever filed
an annual survey (i.e., Form N-317) was 333 QHTBs, the addition of 31 new QHTBs to the 333 QHTBs gives rise
to a total of 364 QHTBs. Thus, roughly 50% (180/364) of the universe of QHTBs filed the annual survey in 2008
by the June 30, 2009 deadline. Furthermore, approximately 32 QHTBs that received cash investments in 2008 per
certification records apparently did not file the 2008 annual survey by the June 30, 2009 deadline. The Department
plans to notify these 32 QHTBs and assess the appropriate penalties.



Section Il
Highlights of 2008 Findings on the Operations of Qualified High
Technology Businesses and Investment Credits Claimed

As shown in Table 1, a total of 180 QHTBs filed Form N-317 for calendar year
2008. These QHTBs (the "2008 filers") received a total of $254.8 million in cash
investments in 2008. This compares to $291.1 million received in 2007. The
cumulative total of investments made since 2000 in the 2008 filers is $1.285 billion,
which represents the total accumulated exposure of the State to potential claims for the
investment credit created by investments in these QHTB.?2 The 2008 filers claimed a
total of $13.4 million in research credits in 2008 (see Table 8). This compares to a total
of $14.9 million reported last year by the 2007 filers.

For tax years 1999 through 2007, investors have claimed a total of $441.1 million
in investment credits (see Table 2). This represents 34% of the total tax credit liability.
Thus, the total possible additional credits that could be claimed by investors in these
companies is $844.6 million. This figure represents the "carryovers" -- the “tail of the
tax credits" (or subsequent years' credits) -- since investors are allowed to claim these
credits over a five-year period or until used,? and the State remains obligated to honor
these tax credit claims, thus reducing the State’s actual revenues.

Expenses continue to outpace revenues for the 2008 filers, indicating the
majority of the reporting QHTBs were not profitable in 2008. As shown in Table 3, the
2008 filers had total revenues of $194.3 million and total expenses of $363.1 million.

The 2008 filers reported a total of 1,375 full time employees, 156 part-time
employees, and 242 temporary and seasonal workers, and they employed 2,781
independent contractors (see Tables 5, 6, and 7). This compares with 1,450 full time
workers, 154 part-time workers, 641 seasonal or temporary workers, and 2,118

independent contractors reported by the 2007 filers.

? The cumulative total of investments of $1.285 billion is the amount reported by the 180 QHTBs that filed an
annual survey (i.e., Form N-317) by June 30, 2009

* Because these investments credits are nonrefundable, such credits may only be claimed against actual tax
liabilities, and any excess is generally carried forward until exhausted.



Note that comparisons with prior year data should recognize that the universe of
firms reporting may not be the same. Comparison data is provided to help legislators

and policy makers identify trends.

Section Il
Detailed Data on QHTBs
Operations in Calendar Year 2008 and on Claims for the Research
Credit in Tax Year 2007

As in previous years, the data collected from Form N-317 are presented
according to the activity category of the QHTB. Specifically, the data are presented for
the following seven activity categories:

B Biotechnology
Computer software
Non-fossil fuel energy
Performing arts
Ocean sciences
Research as defined by the IRS Code Section 41(d)
Multiple activities — for QHTBs engaged in more than one of the above activities

Table 1 provides the cash investments received by each of seven categories and
by tax year. Table 1 also provides a breakdown on the number of QHTBs engaged in
each of the 7 categories. Of the 180 QHTBs that filed Form N-317 for 2008, 48 were
engaged in multiple activities, 44 were engaged in the performing arts, 37 were
engaged in computer software activities, and the remaining 51 were spread among the
other four categories. As shown in Table 1, QHTBs in the performing arts category
accounted for $109.5 million out of the total of $254.8 million in cash investments
received by the 2008 filers. The second largest category was non-fossil fuel energy.
QHTBs in this activity category received investments totaling $47.8 million in 2008.



Table 2 provides by tax year: (a) the number of credit claims; (b) total dollar value
of credit claims; and (c) credits claimed by type of taxpayer, such as individuals,
corporations, financial corporations, insurance underwriters, fiduciaries, and exempt
organizations.

Table 3 displays the revenues and expenses of the firms that received Act
221/Act 215 tax credit investments in 2008. As indicated in Section Il, expenses
significantly outpaced revenues for these firms, resulting in negative cash flows for the
bulk of the firms receiving tax credit assistance. The only exception was non-fossil fuel
energy companies that reported slightly higher revenues than expenditures for the year.
The largest category of expenses incurred by these firms was for payroll costs, which
totaled $119.1 million in 2008.

Table 4 reaffirms that the bulk of the investments occurred in the fourth quarter of
the calendar year. Of the $254.8 million invested in 2008, 54.8% ($139.7 million) was
invested during the final months of the year, as taxpayers determined their tax liabilities
in Hawaii and made decisions to offset these liabilities through investments in QHTBs.

Table 5 provides salary information for the 1,375 full time employees reported on
the payrolls of the 2008 filers for the last pay period of the year. As shown in the table,
slightly over one third of the employees earned between $30,000 and $60,000 per year.
Another third earned between $60,000 and $100,000 per year. The balance earned
salaries above or below these ranges.

Table 6 shows the distribution of annualized salaries for the 156 part-time Hawaii
employees reported by these QHTBs. The bulk of these individuals (90%) earned less
than $30,000 per year.

Table 7 shows that the 2008 filers employed a total of 242 temporary or seasonal
workers. Most of these workers were employed for less than 30 days. The table also
shows that the 2008 filers hired a total of 2,781 independent contractors. Most of the
independent contractors (76% or 2,111) were hired by QHTBs engaged in the
performing arts.

Table 8 shows that the 2008 filers claimed research credits of $13.4 million
during 2008. Research credits are designed to encourage firms to engage in scientific

research and product development activities. More than half of the research credits



were claimed by firms in the multiple activities category. Table 8 also shows that the
QHTBs reported paying $2.1 million in general excise tax (GET) in 2008. Most of the
QHTBs likely do not pay corporate income tax because they do not have profits. The
data on GET were gathered for the first time for 2008 to help gauge the taxes that these
firms pay to help offset the revenue cost of the investment credit and the research
credit.

Table 9 lists the names of all 116 QHTBs that received investments after
June 30, 2007.
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